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-^[SYSTEM AND METHOD FOR ASSIGNING RATINGS TO MUTUAL FUNDS AND 
OTHER INVESTMENT FUNDS BASED ON THE VALUE OF VARIOUS FUTURE AND 

OPTION SECURITIES] 

5 { ■ System aiid mctli o d fo r assigning ratings to matual ftmds auJ other invcstmcul funds based o n 
tlic value o f varioug future and o p tion sccmltics 
Abst ra ct ) 

[FIELD OF THE INVENTION] 

The present invention frs-a-Hrdates to a cooiputer-implemented] system and method for 
10 assigning ratings -ffthcHQ ^Ratings") {oi ^ mutual funds and otlicjr) [to various] investment 

{funds (collectively) [vehicles Qthe "Funds") {based o tr vaiiuuh) [using] information {gleaned - ) - 
from public and privately traded financial {> cui ' i ' cnL) ' , i^iteixLst rate and o thci futii f cs, along wlJt 
options o n said futures () [futures (the] collectively the "Futuies" {). Tlie system combines 
inf o rmation on tlie liistorical raters of return and vaj iability in the rates of icium of }D « 
15 BACKGROUND OF THE INVENTION 

Futures provide information on expected future returns in various investment areas or 
asset classes. For example, a financial future on the S&P 500 for the period ending June 
2000 is a representation of what the financial markets expect the value of the S&P 500 vkIU 
be in June 2000. Financial futures are now available for a number of segments of the 
20 market) such as US value stocks, US growth stodss, small capitalization stocks, large 
capitalization stocks, US Treasury Bonds, high yields bonds, etc. 
SUMMARY OF THE INVENTION. 

By combining information on] the Funds with the expected range of future retums ^ o r - various 
asset classes as detei ' nijned) [, as implied] by the pricing of the {raiu t es, -Tlie rating for the 

25 Funds (the ■ 'Rating") ijicoipofatcs the) [Futures, one can derive a] range of expected fature 

retums, the {variability of past nctm ' ns, and die level of risk. The benefit of the invmition is tiiat it 
will enable investors to evaluate witii greatei e a&e the likely t etm ' ns and risks for various Funds) 
[volatility of future retums, and a rating, which reflects the expected return and the risk of 
the Fund*] 
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[DETAILED DESCRIPTION OF THE INVENTION. ] 
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L A system foi asaiaiiiiig RaLings tx? Vmids usingiiiformaiion glcaiicd fr om Qii. piiciiig of 
rmm u j.. BxpiXtcd fuLmc i - ctumG - for tlic rmidfl ait ujmbincd wiQi iufuiuiaU u u o n tlic j r dativc 
p uf uimaiicc of tlic Tu n id to dctCHninc the Rating. 
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- 2. Tlife use of rutuj re s fo r asManma Ratings to the rclaUvc att ra clivcuLA& of Timd:; 

3 : A li&titig of t he c\ p ^ted range o f fuime^ ictm - ma for Ihe Funds h uscd uii piicing and -volatility 
informati o n for die rutu r cs r 
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Description 

ITELX) or TlIE IN\TI>JnON The present invcnauu iclates lu a computci-'implc T ne T it cd system 
and mcthod - f u i aj>Mgiiing r aUu^s ("Ralingb") Lu vaii u u& luv L sUu i !.iit vdiidcA (die "T uiidA") using 
Lufui a uaon fium public ajid pii valU^ UaJtd fiiianeial futures (ihc culki ^ tiydy Qic 'Tuturca^ 
DACKQROUIJD AITO SUGMlVlARY OF TIIE PflTimON rutmi^ piu viOb iuf u iiuation on 
expec t ed futoi^ returns in vari o us investment aic^s o i a&set classes. Tor ex ample, a-finaneial 
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f p tuie oi\ th e S&P 500 for the pcxiQii mdiiig Juuu 2000 is a leprcscntaaoii of what tliu rmaiicial 
maikotA cscptci Uiu valuu u f Oil G&P 500 mil be in June 2000. Fmaiiclal Futmts aiu ii u w 
a v ailable foi a numbcj - uf sfrgmcnu of tl\c maikct, such as US value stotkA, US ^uwtlt st o cl'is, 
j!,mall capitalizalion stocks, lai ' ge cayjializati o ii &tocks, US Tmasui7 Bonds, lii^h yields bond s; 
elL. By combiuiiig iiafoimaiion on iht Vmids wiUi the expected lauac uf future rclaiiis, a^ implied 

the pricing of tlie rutmts^ one can deiivc a range of uAyected future xetuxns, the voiatility of 
ft itme mtuiub, and a rating, which reflects the CApeeted fctuni and die riiX of fcliu Fund. 
fExpanding on the example of the S&P 500 future and a large capitalization mutual fund, if the 
future indicated that the expected return was an anDualized 7%. Using a modification of the 
Black -Scholes (a widely used option pricing equation developed in 1973 by Fisher Black and 
Myron Scholes used to price OTC options), one could determine that there was a 66% chance 
that the return would be within 5 and 9% and a 95% chance that the return would be within 4 and 
10% for the period ending June 2000. If the Fond had a historic return that was on average 1% 
less than the S&P 500, but with the same level of volatility, then the mean expected return would 
be 6%, and the range of expected returns at the 66% level of confidence would be 4 to 8% (i.e., 
1% less than the example with the SScP 500), In the same way, the range of retums at the 95% 
confidence level would be 3 to 9% (i.e., 1% less than the example with the S&P 500). 
In assigning ratings, the expected future return and volatility of future return is compared to that 
of other investment classes. For example, if large capitalization funds were expected to return 
7% with a 4% range at the 66% confidence level, compared to a South American equity fund 
with an expected return of 5% and a range of 4% at the 66% probability level, the South 
American sector would be less appealing and therefore have a weaker rating. Note, the relative 
retums of the Fund are incorporated into the expected future return for the sector in deriving 
ratings. The Rating represents the expected risk and reward. 

Note, the Black-Scholes model is useful for pricing options, whereas we are using futures pricing 
to determine the expected future retums for various investment areas, and combining that 
information with the relative performance of a fund and other information such as our assessment 
of the capability of the investment managers, support staff and characteristics of portfolio 
securities to derive a rating. Firms that rate Funds use mainly historical returns in assigning 
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ratings. 
DIAGRAM 

Attached is an illustration of the major steps for assigning Ratings, 



